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Director- 
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SBC Communications Inc. 
1401 I Street, N.W. 
Suite 1100 
Washington, D.C. 20005 
Phone 202 326-8889 
Fax 202 408-4805 

April 30, 1999 

Memorandum of Ex Parte Communication 
APR .I: c lggg 

Ms. Magalie Salas 
Secretary 
Federal Communications Commission 
445 lZth Street, S. WI. 
Street Lobby - TW A235 
Washington, D.C. 20554 

Dear Ms. Salas: 

Re: 
/ CC Docket No. 99-68 - Inter-Carrier Compensation for ISP-Bound Traffic 

In the Matter of 1999 Price Cap Revisions 

On Thursday, April 29, 1999, Mr. Paul Cooper and the undersigned representing SBC 
met with Commission staff members Mr. Craig Brown, Mr. Chuck Needy, Ms. Sharon 
Webber, Mr. Rich Lerner, Mr. Jay Atkinson, Mr. Joe Bender and Mr. Rodney McDonald 
regarding the jurisdictional treatment of Internet traffic and discussed the above-listed 
proceedings. The attached materials describing why Internet-related costs are 
properly assigned to the Interstate jurisdiction were distributed during the meeting. 

We are submitting the original and one copy of this Memorandum to the Secretary in 
accordance with Section 1.1206 of the Commission’s rules. Please stamp and return 
the provided copy to confirm your receipt. Please contact me at (202) 326-8889 should 
you have any questions. 

Craig Brown, Chuck Needy, Rich Lerner, Sharon Webber, 
Jay Atkinson, Rodney McDonald, Joe Bender 
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January 20,1998 

Ken Moran, Chief 
Accounting & Audits Division 
Federai Communications Commission 
2000 L Street, NW, Room 8 12 
Washington, DC 20554 

RI?: Jurisdictional Separations Adjustments - Internet Usage 

This is to advise you of action we are taking with regard to jurisdictional separations data 
for Southwestern Bell Telephone Company (SWBT), Pacific Bell, and Nevada Bell, as it 
relates to Internet traffic volumes and 1997 reported results. 

As you know, with the phenomenai growth of Internet/Internet Service Provider (BP) 
usage in recent years, the jwisdictionai nature of Internet traffic has quickly become a 
significant issue. Initially, this usage which is originated and transported by SWBT to a 
CLEC appeared to be “local exchange” (like Feature Group A usage) and seven-digit 
dialed. Due to a lack of switch measurement capabilities previously in place, and prior to 
the rapid growth of Internet trafEc volumes, this usage residually defaulted to “local” or 
“other” for separations study purposes. However, due to the significant growth of this 
traffic, SBC Communications inc. (SBC) impiemented procedures to identify this usage 
and jurisdictionally reclassify it in separations. 

As we are able to identify Internet traffic, SBC is adjusting Part 36 jurisdictionai td’fk 

volumes to assign this usage to interstate (i.e., as in the case of FGA, usage is identified, 
removed from “local,” and assigned to interstate or intrastate access). This cfassification 
of Internet usage is consistent with a) the FCC having asserted jurisdiction over ISP 
usage, b) the nature of the origination/termination characteristics of the MC, and C) 
current Part 36 practice and industry procedures relating to the treatment of other 
“contaminated” services which are assigned to interstate. In other words, in keeping with 
the principle that where it is difficult to determine the jurisdiction of the tr&ic using a 
particular service through measurements or reporting, the service is considered 
“contaminated” (a service handling both interstate and intrastate calls) and may be 
directly assigned to interstate if the end-to-end interstate usage is more than ten percent of 
the totai usage of the service (CC Docket Nos. 78-72 and 80-286, Decision and Order, 
released July 29. 1989). 
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January 20,1998 
Ken Moran, Chief 
Accounting & Audits Division 

These procedures have been impiemented starting in 1997, going forward. However, for 
that Internet traffic which existed prior to 1997, SBC has no appropriate means to go back 
and retroactiveiy capture such usage or adjust prior years’ separations data Therefore, 
any jurisdictional data previously reported prior to 1997, via ARMIS 0 1,03, and 04 
Reports may be slightly misstated in that ISP traffic was originally identified as intrastate 
(local) for separations and reporting purposes, instead of interstate, as discussed above. 

Please feel free to call me at 202-326-8894 or Mr. Paul Cooper at 320-235-8 111 should 
you have any questions or if further information is required. 

Sincereiy 

37 
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Dirtaor- 
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February 23, 1998 . 
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Mr. Chuck Needy 
Assistant Division Chief-Economics 
Accounting and Audits Division 
Federal Communications Commission 
2000 L St., N.W. 
Room 812 
Washington, D.C. 20005 

Dear Mr. Needy: 

Your letter of Februav 12. 7 998, requested further explanation concerning SBC 
Communications Inc. (SBC) jurisdictional separations adjustments for intemet usage, 
as provided to Mr. Ken Moran in my letter of January 20, 1998. 

Attached is SBC’s response to these questions. This is a preliminary response to 
each of your questions and, to the extent that you need additional significant 
information, SBC can supplement these responses at a later date. 

As noted in the response to the questions, a complete analysis of the issues would 
be facilitated by also involving the CLEG, the other LEG and the ISPs. In addition, 
we ask that the FCC refer this matter to the joint Board (which is currently 
examining Separations reform measures) in order that the state interests are also 
considered. Under the auspices of the Joint Board, all interested parties could be 
brought together to address and provide empirical data (usage measurements, etc.1 
in order to capture all intemet usage. SBC would willingiy participate in such a 
foium or assist in a further analysis or discussion of this issue. 

We look forward to a continuing dialogue with you on this matter. Questions may 
be referred to me at 202-326-8894 or Paul Cooper at 314-235-8111. 

Sincerely, 

Attachments 
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SK Responses to 
February 12, 1998 FCC Questions 
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Quest@ 1. What is the effect of this reclassification of intemet traffic on the 
’ separation of 1997 ctxts for Southwestern 6ell Teiephone Company 

(SWBT), Pacific Bell, and Nevada Bell? 

Response: Attachment 1 displays the effect on 1997 usage studies and annual 
revenue requirements of SBC’s initial identification of Internet usage as interstate. 
These effects are small because the full measurement capabiiities required to 
identify all Internet usage are, as yet, unavailable. 

For some time, SBC has been concerned that Internet Server Provider (ISP) Internet 
usage has been improperly assigned to the intrastate jurisdiction because (like FGA) 
the FCC has allowed ISPs to connect to the network via a line side connection and 
at a local business rate. As a result, ISP customers are able to originate sevendigit 
dialed calls to reach the Internet and thus the measured switch usage for this 
interstate traffic appears to be locai. Because the FCC has asserted jurisdictional 
rate making authority over ISP Internet usage and, consequently, the costs and 
usage in its access charge orders, and because of the mixed use nature of the traffic, 
the usage should (similar to FCA) be identified and assigned to the proper 
jurisdiction - interstate. 

As of a result of these circumstances and due to SK’s recognition that substantial 
growth in internet usage has occurred over the last few years, (and is still occurring), 
we began some time ago to investigate methods to identify Internet usage in order 
to be able to properly assign that usage to the interstate jurisdiction. Briefly, the 
capabilities that SBC has been investigating are: 

1. 557 signaling link-based recording of trunk usage for traffic 
destined for telephone numbers identified as the ISP point of 
presence for the ISP Internet customers. 

2. Switch-based recording of usage destined for telephone numbers 
identified as the ISP point of presence for ISP Internet customers. 

3. Studies based on statistically valid samples taken using SST 
signaling link or switch based recordings. 

Proper identification of the telephone numbers which the ISP’s customers dial to 
access the Internet over the Public Switched Telephone Network (PSTN) is 
important to any measurement process. Implementation of these capabilities 
should, when updated and tested, allow SK to properly identify all ISP Internet 
usage and thus properly assign this usage and its relaied costs to interstate. There 
may be additional methods SK has not yet identified (if ISPs were part of the 

(bify.fa.dockets.seoaf.nePdyrapy.dQC) 
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identification process, other means to identify this usage, would, no doubt, come to 
light) an;f SBC would be happy to work with the FCC, ISPs and others on this usage 
identification effort. 

In the interim, until full identification capabilities are developed and depioyed, SBC 
felt that it should, in good faith, as it was able to identify any Internet usage, 
properly assign that usage and costs jurisdictionally to interstate and’ to reduce 
intrastate cost and usage. We began that initial identification with ISP Internet 
customer usage originated and transported by SBC facilities to Competitive Local 
Exchange Carriers (CLECs). We did so because the total originating usage, 
including Internet, was readily identifiable (due to the interconnection agreements) 
and because we had (as discussed further in response to Question 3) developed a 
method relying on those measurements to identify ISP Internet usage. We also 
opted to let the FCC know about the successful results of our initial efforts to 
property classiiy ISP Internet usage that we had been able to identify and, 
consequently, we sent our letter to Mr. Ken Moran on January 20, 1998. 

Question 2. What percent of 1997 traffic is identified as Internet usage by SWBT, 
Pacific Bell, and Nevada Bell? Specifically, what is the effect of the 
reclassification on their 1997 measurements of local switching OEM, 
tandem switching MOU, exchange trunk MOU, interexchange trunk 
MOU-kilometers, and any other affected jurisdictional allocation 
factor? 

Response: This iniormarion is contained in Attachment 1. 
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Questidn 3: How did SBC identify the 1997 Internet traffic Volumes? If that 
,*- identification was accomplished using “switch measurement 

capabilities”, as your letter seems to suggest, how were the switches 
able to distinguish Internet traffic from other types of switched traffic? 
To what extent does such switch measurement capability differ 
among SWBT. Pacific Bell, and Nevada Bell! If identification instead 
was based on special studies, how were those studies performed? To 
what extent does this identification process differ among SWBT, 
Pacific Bell, and Nevada Bell? 

Response: As discussed in our response to Question 1, we have been evaluating 
methods to identify ail ISP Internet usage. Until these processes are 
fully implemented, SWIKII measurements in conjunction with additional methods 
are being utilized to Identliv, where possible, ISP Internet usage. As also 
discussed in response to Questlon I, we have been able to identify a portion of ISP 
Internet usage in 1997. Using recordings of seven-digit dialed originating traffic on 
our network which is orrginated and transported using SBC faciiities to CLECs for 
transport to ISPs who wiil further transport the usage onto or beyond the Internet, 
SWBT performs monthly analyses to identify ISP Internet usage. These procedures 
are utilized in order to isolate individual telephone numbers with abnormal usage 
characteristics such as long holding times (associated with ISP Internet usage). Any 
numbers identified in this manner are then investigated and reports of the 
associated usage are compiled and used in reciprocal compensation and in the 
jurisdictional Separations processes. This same procedure is applicable to California 
and Nevada. In the near future, when we begin to exchange this type of measured 
usage information wtth other LECs, we will implement this same procedure to 
identify further any ISP Internet usage originated by SBC and transported to those 
LECs. 
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Questiqn 4. If SBC’s Internet measurement capabiiities were only partially 
’ deployed when 1997 Internet traffic was measured, can SBC estimate 

what portion of that Internet traffic was unmeasured? If so, what are 
the estimated unmeasured portions for SWBT, Pacific Bell, and 
Nevada Bell? How are those estimates obtained? Are they based, for 
example, on the relative number of local switches lacking such 
measurement capabilities? 

Response: Currently, SBC does not have an estimate of total amount of Internet 
usage on its network, nor do we have an estimate of the total universe of sevendigit 
dialed ISP Internet traffic. We are confident, however, that Internet usage is 
growing significantly. As discussed in the response to Question 1, we are current/y 
working on capabilities to identify all ISP Internet usage. There may be, however, 
methods of which we are currently unaware by which to broadly gauge the overall 
approximate level of ISP Internet usage by comparing locai usage holding time 
studies, over time, from Separations data. In the meantime, as discussed in the 
response to Question I as more sophisticated switch measurement capabilities are 
deployed we will update our response. 
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Questiqn 5. How did SWBT, Pacific Bell, and Nevada Bell determine that 
’ interstate usage consfitutes more than ten percent of their Internet 

traffic? 

Response: There are at least two bases for determining that well more than ten 
percent of current ISP Internet usage is interstate. At this time, both bases rely on 
indirect observations. 

First, everything that can be observed about ISP Internet calling and usage (or 
expected usage), the design of the ISP Internet, services provided by the Internet 
and the economics of ISP Internet usage, indicate that usage is expected to be or is 
heavily interstate or international. For instance, advertisements by ISPs and articles 
about Internet usage (see Attachment 2 for an article regarding AT&T’s use of the 
Internet) indicate that the lntemet is/or is expected to be heavily used for interstate 
and international world-wide web (not local) calling. In a similar vein, the senrices 
provided (that can be accessed by telecommunications calls) will generate a large 
portion of interstate and international (not local) calling. 

For instance: 

a) Chat lines routinely connect callers (in a manner similar to conference 
bridges) to other callers from all over the country and the worid. _ 

b) E-mail is routinely used to send information to interstate (and 
internatronal) locations. 

c) Web sites and databases are routinely accessed across state and 
national boundaries. 

d) Voice calling over the Internet is largely interexchange and if similar 
to current interexchange usage patterns, this ISP Internet usage would 
be heavily interstate. 

These are but a few examples of how the Internet readily facilitates, with one or 
more of these services often being used during a single session, interstate or 
international calling. During each typical session, the Public Switched Telephone 
Network (PSTN) connection to the Internet is used continuously for long periods 
(often over 30 minutes per Internet call). 
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The design of the Internet involving a distributed, inter-operable packet-switched 
network in ‘which an Internet user Can obtain information from a computer (or talk 
to another intemet user via a keyboard or voice) in another state or country just as 
easily as obtaining information from across the state, also encourages heavy 
interstate and international usage. Finally, the pricing of Internet connections and 
services by the ISP (largely flat rate), combined with the ability to connect to the 
Internet via a seven digit dial-up access through the PSTN (without incurring 
access charges as a result of the FCC exemption from access for ESPs/lSPs and the 
requirement to connect ISPs through a line side switch connection 
at a local business rate), have contributed to the phenomenal growth of users 
connected to the Internet in the last few years and have provided them with an 
economic incentive to use interstate services (voice and data) which are much less 
costly, or even viewed by the customer to be free (after paying the ISP’s flat rate), 
when compared to traditional interstate and international telephone or other 
services in which a fee per minute for service is charged. 

The services provided by the Internet, its design and its economics, when compared 
to traditional services, encourage users to connect for long periods, access multiple 
services and, consequently, encourage the ISP Internet customer to use the Internet 
for interstate and international calling for well more than 10% of their ISP Internet 
usage. 

Second, .an analysis of Internet backbone usage performed by a CLEC and its ISPs in 
Texas indicates that well more than 10% of an Internet customer’s usage flows over 
the Internet backbone to interstate and international destinations. Although the 
study results were incorrectly calculated and presented, these results clearly show 
that most ISP Internet usage is not local but is predominately interexchange, 
interstate and international. The study purports to show that only 3% of ISP Internet 
usage flows over the Internet backbone and that consequently, 97% of the Internet 
usage allegedly stays within the local calling area. However, to calculate the 3X, 
Internet backbone packet usage (converted to seconds) was compared to total PSTN 
usage delivered to the ISP. This calculation effectively compared a continuous 
stream of packetized operation (without waiting time between packet transmissions 
which is the human/computer interface time as discussed in Attachment 3) to the 
total time that the PSTN was in operation. The analysis assumed that all backbone 
packet waiting time for calls is assigned to local. In other words, when an end user 
initiates an interstate call to or beyond the Internet, all time (between keystrokes, 
between words or syllables, etc. or packet waiting time) was not assign4 in the 
(XC’s analyses to the backbone packet usage call, but was defaulted to iod. 
From the standpoint of a typist at a computer keyboard, the method used by the 
CLEC to calculate the 3% without waiting time roughly means that the end user 

. - - -  -1-_1.- - I -  - - -  ) “ - . - - _  “ ,  - .  
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would be typing at a rate of 96,000 words per minute. The difference in the 96,000 
words per ‘minute and what normally can be expected of a typist is the packet 
waiting time that the analysis inappropriately defaulted to local. This difference 
which should be included in the backbone Internet usage, as discussed and 
illustrated in further in Attachment 3, results from the human/computer interface. If 
the study properly compared Internet backbone usage including packet waiting time 
(in other words, the entire time for the end user’s call), the percentage of the 
Internet customers usage, which is transported and terminated beyond the local 
calling area to interstate and international destinations, is much greater than 3% or 
10%. 

For these reasons, SWBT has concluded that at least 10% of usage to the Internet is 
interstate. Detailed analyses of all Internet usage is complicated by: 

a) Measurement capabilities to identify total Internet usage; 

b) The mixed use nature of Internet usage (i.e., an ISP Internet customer 
can perform multipie operations, access multiple services at multiple 
localities all within an Internet session); and, 

c) The fact that one carrier (i.e., a LEC such as SWBT) is unable to fully 
analyze the end-to-end or station-to-station call characteristics. 

We are willing to participate in any further FCC analysis and will assist the FCC in 
any way we can. We do believe however, that if the FCC should undertake further 
analysis of this issue, it will need to involve not only SWAT and other LECs, but also 
ISPs as well as CLECs and IXCs who may be connected to ISPs. 

Question 6. Is SBC able to determine what share of information-service-provider 
(ISP) services-that are serving SK customers-are not located in the 
same state in which their customers reside? If so, what is the relative 
share of these out-of-state servers and how is this share identified? 
Further, what is the share of Internet traffic that is routed to these out- 
of-state servers and how is that share identified? 

Response: Definitive information is not currently available to SK, It wouid appear 
to SK that the information wouid only be available from the 1SPs. If, as discussed 
in response to Question 5, the FCC wishes to pursue a broader analysis involving 
CLEG and ISPs, then this is a question that shouid be posed to ISPs concerning theit 
Internet customers. As a point of clarification, ISPs are 
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not serving SBC customers, they are using, like IXCs, SBC telephone company 
affiliate-facilities to originate and transport calls from their customers. The ISP 
collects the retail. revenues for these customers, and like IXG would have had to 
(but for the FCC exemption) pay access to LEG and CLEG for use of their faciiities 
to originate and transport 1SP customer Internet usage. 

Question 7. In SBC’s service territory, what share of 1997 Internet traffic was 
terminated by SK, by CLECs, and by other Carriers? 

Response: Based on the limited measuring capabilities that we were able to deploy 
in 1997, SK was able to identify Internet usage originating to CLEG. SBC also 
provided CLECs with ISP Internet numbers to assist them in identifying Internet 
usage originated by their end users and sent to SK. At this point, 
however, SBC is unable to determine if CLEG are actually identifying this usage, so 
we are unable to determine what portion of this intemet traffic was delivered to our 
network. Again, if a broader FCC analysis is contemplated, this is a question that 
should, appropriately, be directed to ISPs and possibly CLEG. 

Question 8. Is any portion of SBC’s Internet traffic carried on its packet-switched 
networks? If so, what were those portions in 1997 for SWAT, Pacific 
Bell, and Nevada Bell? Also, how were those portions identified? 

Response: If this question concerns how many ISPs are using alternate routing to 
the PSTN, in the time available, we are not able to provide this information. We 
will investigate this and provide the answer in the near future. 

If the question concerns the use by SK’s Internet affiliates of packet switching in its 
network to route Internet usage, then the answer is yes. They, like other ISPs, use 
packet-switched networks to route their traffic. 

: 
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T RECLASSlFiCTlON iMPACT ON 1997 INfERSTATE COSTS 

($000) 

ARKANSAS 
KANSAS (Note 1) 
MISSOURI 
OKLAHOMA 
TEXAS 

SVVBT 

PACIFIC BELL 

Change in 
Intrastate* 

(288) 
- 

Change in 
Intemtate 

288 

NEVADA BELL (Note 1) [ - I - I 

Note 1- Not Currently Available 

*Assumes the use of the interstate rate of return in the cafcutation. 
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I ASSIFICTION IMPACT ON 19s Al I OCATION FACTORS 
, . 

r*- . 

Change in Change in % 
interstate Chancre 

SWBT - ARKANSAS 
Local Switching OEM 
Tandem Switching MOU 
Exchange Trunk MOU 
Interexchange Trunk Conv. 
Interexchange Trunk Conv. 

Minutes 
Minutes -KMeters 01 O( 

SWBT - KANSAS (Not Currently Available) 

SWBT - MISSOURI 
Local Switching OEM 
Tandem Switching MOU 
Exchange Trunk MOU 
Interexchange Trunk COW. 
Interexchange Trunk COW. 

SWBT - OKUWOMA 
Local Switching OEM 
Tandem Switching MOU 
Exchange Trunk MOU 
Interexchange Trunk CON. 
Interexchange Trunk Conv. 

SWBT - TEXAS 
Local Switching DEM 
Tandem Switching MOU 
Exchange Trunk MOU 
Interexchange Trunk Conv. 
Interexchange Trunk Conv. 

PACIFIC BELL 
Local Switching DEM 
Tandem Switching MOU 
Exchange Trunk MOU 
Interexchange Trunk Conv. 
Interexchange Trunk Conv. 

Minutes 
Minutes-KMeters 

‘& 

Minutes 
Minutes-KMeten 

Minutes 
Minutes-KMeters 

Minutes 
Minutes, -KMeten 

I nl 

, 
(O.OOSSSl)l 0.008981[ 8% 
(0.066269) 0.066269 1 31.4% 
(0.035226) 0.0352261 9.4% 
(0.00062 1) 0.000621I 0.2% 

I (0.000373) 0.0003731 0.1% 

NEVADA BELL (Not Currently Available) 



ATTACHMENT 2 
Page I of 4 

cheapcalls via the Net Internet could r~~oiti~niztphone 
service 
BY-=- 
TuhFeb. IO.19911 
FINAL EDEION 
SwhBz MONEY 
hFiB 



ATTACHMENT 2 
Page 2 of 4 

Fmfllbk niches . 

- - -  - , . I . . _ - -  
. -  . - - . 1 -  _ .  . . - . .  

_ ..---“ l__ l - “ . , .  . r  ..-lll” 



.- 

ATTACHMENT 2 
Page 3 of 4 

John i&h CEO of cqupxzau mskcrNcsthanTclax~~~goaevatftdu..Htrcrthe 
daywlQxvmwdllwlllbcwagflyfKoQdvidQQdda?8-winbctbc 
dmQqnaak 

Who will danbate? 



_- 

ATTACHMENT 2 
Page 4 of 4 

How phone dls sire made wer the ftiemet 

t Internet service 

T 
, pmnder I 

-1 I 



.-- 

Attachment 3 

Illustration of ProDer Jurisdictional Assignment of Internet Call Usage 

The following illustration assumes a customer accesses his Internet Service Provider (ISP) 
using a dial up 33.3 kbs modem and the loop from the customefs premise to his local dial 
serving offike has a normal 56,000 kbs @acity. The following two examples illustrate the 

ru- ‘proper jurisdictional Separations treatment of the PST?4 usage at the custom&s local dial 
office. 

Example 1: Customer dials up ISP and accesses an Internet sewer in another state. He 
then begins entering data at his PC keyboard. 

Rate of entering information: 
75 words per minute entered from keyboard 

x5 characters per word, average 
375 characters per minute 
x8 bits per character 

3000 bits per minute 
seconds per minute + 60 

50 bits per second entered 

If customer keys data for 10 minutes. he would send 30,000 bits of data. He would use only 
0.09% (30,000 biti33.6Mbits) of his loop transmission capacity, or the equivalent of 0.01 
minutes of transm&’ ton capacity, but his serving end office switch would be in use for the 
entire 10 minutes. This difference results from the h-komputer inte&ce. In other 
words, the network waiting time resuhing from the inabiliv of the end USQ to originate and 
send data at the speed which the LEC’s PSTN, or the ISP’s packet switched network can 
accommodate and transport. This human/computer interface time is still part of the calI 
usage and, as a result, the local dial switch would properly measure 10 minutes of intersmtc 
usage. It would ll~t be appropriate to say that you only talked for 0.09% of the 10 minutes, 
so only 0.09% of the usage is interstate and 99.01% is intrascau. 

Example 2: Customer dials up her ISP and selects a website in another state. She then 
sends a data file from her PC to the website and then stays on line for a total 
of 10 minutes. 

Rate of entering information: 
1 ,OOO,OOO bits of data in the transmitted file 

+ 33.300 bits per second modem tmnsmission 
30 seconds to transmit ftle of data 

For the 10 minutes that customer is connected to the ISP. she would have used 3% 
(1 MbitsJ33.6Mbits) of her transmission capacity; however. since the customers’ serving end 
of&e switch would be in use for the entire IO minutes, there would properly be 10 minutes 
of interstate usage. As in Example 1, due to the human/computer interface element, as 
mentioned above, it would not be appropriate to assign 3% of the 10 minutes to interstate 
and 97% to intrastate. . . 
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Dirbion Manager. 
camcr neh1ionu 
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Ex Parte 

Ms. Magalie R Was 
SCCtetZlIy 
Federal Communication Commission 
Room 222 
1919 M Street, N.W. 
Washington, D-C. 20554 

Re: , CC Docket No. 80-286, Jurisdictional Separations Refirm and Refmal to the 
Federal-State Joint Board 

CC Docket No. 96-45, Federal-State Joint Board on Uxivers~ Service 

CC Docket No. 96-262, Access Charge Refbnn 

CCBKPD CC Docket No. 97-30, Request by ALTS for Clarification of the 
Commission’s Rules Regarding Re+tmai Compensation fbr Infhmation Sewice 
Provider Traffic 

Dear Ms. Saks: 

This is in reface to the February 27 meeting among represenrative of the Commission, 
Southwestern Bell Telephone Company (SWBT), and SBC Telecommunications, Inc. 
concerning SBC Communications Inc. (SBC) jurisdictional adjustments for Internet 
usage. I am providing additionai information pertain& to that matter, 

This information, in the form of case or order citations, conclusively demonstrates that 
the Commission has already asserted jurisdiction over Internet Service Provider (ISP) 
t&k, that the Commission has never considered ISP traffic to be a local service, that 
ISP tic is predominately interstate in nature & therefore, that it is necessary and 
appropriate that such traffic be assigned to the interstate jurisdiction in Part 36 
jurisdictional separations procedures. This information also demonstrates that, despite 
claims made to the contrary by others, this assignment is required by the end-to-end 
interstate nature of Internet traffic in light of the Commiss~on’s current separations r&s 
concerning “mixed-use” ficilitics. 
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On March !9,1998, in the United States District Court for the Western District of Texas 
(Midland - Odessa Division), SWBT filed an appeal of the Texas PubIic Utility 
Commission decision on the Time Warner complaint regarding Internet traffic as local. 
SWBT will provide the Commission a copy of supplemental filings in that appeal that 
will contain information and case law that bear on the jurisdiction of Internet traffic. 

Finaily, two cardinal principles which underiie the very purpose of the Part 36 
Jurisdictional Separations process support SBC’s approach. The first is that the authority 
of each of two regulators must be confkd “to its own proper province” and the second is 
that, as between the two jurisdictions, neither intrastate nor intersta%e ratepayers shall be 
fo?d to “bear undue buni=” Smith v. Illinois. 282 US. 133,149. I51 (1930). The 
Commission has already asserted jurisdiction over the subject of ESP (including Internet) 
ttaffic, and cannot now deny the interstate nature of such tic. Moreover, recognizing 
the ixurstate nature of such traffic ensum that intrastate ratepayets do not bear an 
improper burden, in the form of costs allocated to them, that should be imposed on the 
interstate jurisdiction, wherein the true costs are situated. 

This matter should be refzrred to the Joint Board so that an acceptable in&try approach 
designed to fixlly identify and measure all In&met tic may be pursued in au efficient 
and pracxical fgshion by ail affecud patties. 

SBC thanks the Commission for its attention to this very important matter. Arr original 
and one copy of this letter are being submitted. Acknowledgment and date of receipt of 
this transmittal are requested. A duplicate tram&al letter is attached for this purpose. 

Please ix&de this ieaer in the record of this proceeding in accordance with 
Section 1.1206(a)(2) of the Commission’s Rules. 

Sincerely, 

Attachment 

. 
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CC: Lynn Vermillera 
Kaylene S han nan 
Chuck Needy 
Tamara Preiss 
Ken Moran 
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DETERMINATION OF -ET ACCESS AS ilyTERsTATE 

I. Jurisdiction Over Internet Traffic 

IL Internet Traffic Always Considered Interstate Access 

ILL Internet Senice Provider Traffic As Interstate Traffic . 
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I. Jurisdiction Over Internet Traffic 

Computer III Remand Proceedings: Bell Operating Company Safeguards; and Tier 
1 Local Exchange Company Safeguards, Notice of Proposed RuIe Making and 
Order, 6 FCC Red 174 (1990): - - 

‘%ction 3(a) of the Act gives the Commission jurisdiction over intemate 
communications ‘between the points of origin and reception..‘” (n. 101) (emphasis added) 

Southern Pacific Communications Company TariffFCC No. 4, Memorandum 
Opinion and Order, 61 FCC 26 144 (1976): 

“me states do not have jurisdiction over interstate communi~Ao~.... ‘The key issue 
in detcmining this question bcforc us is the natu~ of the commtmications which pass 
through the facilities, not the physical location of the I&S UniredSWes v. Scndzwestern 

Cable Co., 392 U.S. 15 7, IG8-9 (X968). As we have often recognized, this Commission’s 
jurisdiction over interstate cornmtications does not end at the local switchboard, it 
con,ues to the trammission’s ultimate destination U.S. v. AT&T, 57 F. Supp. 451 
(SDJLY, 1944).*** (para 6) (emphasis added) 

Petition for Emeqency Relief and Deciantory Rding filed by the BellSouth Corp., 
Memorandum Opinion and Order, 7 FCCRcd 1619 (1992): 

Wax jurisdiction does not end at the locaf switch but continues to the ultimate 
m&nation of the cab. ‘The key to jurisdiction is the nature of the communication itsif 
rather than the physical location of the technology.’ ‘Jurisdiction over interstate 
commuui~ons does not end at the local switchboard, it cominucs to the tmnsmission’s 
uhimate destination.* . . . . ‘An out-of-state call to BellSouth’s voice mail service is a 
jurisdictionahy interstate communication, just as is any other out-of-state call to a person 
or semicc.“ (para 12) (emphasis added) 

IL Internet Traffic Always Considered Interstate Access 

Beginning in 1983 with CC Docket No. 75-72 to the present, the Commission has never 
considered traffic for Intemet service, an enhanced semice, to be local. On the contrary, 
enhanced senrice provider (ESP) .caUs are considered as interstate access subject to acce~ 
charges with the oniy question being when to apply access charges. 

MTS and WATS Market Stmcture, Memorandum Opinion and Order, 97 FCC 2d 
682 (1983): 

A primary objective of Phase I of CC Docket No. 78-72: “ehmination of unreasonable . . . dmmmation and undue preferences among rates for interstate semices”. (pam 3) 

-..- -~-. ~._~.... I-. -_ _-._ .,. _-_,-_,-- _,- _ .__._. l-“..“. .“ll.. _.. ,.. ,. ,. l-.--.--ll 
-^x 
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ESPs use focal exchange faciiities to complete interstate calls. “Among the variety of 
users of access service are - - . enhanced service providers.. . . In each case the user obtains 
local exchange services or tacilities which are useh in part or in whole, for the purpose of 
compieting interstate calls which transit its location... . . . [An] enhanced service provider 
might terminate a few calls at its own- Iocation and thus would make rciatively heavy 
interstate use of local exchange services and fkilitics to access its customers.” (Pam 75) 
(emphasis added) 

. . 

The nature of communication determines jurisdiction. If it is not practical to separate the 
intemtate from intrastate UaEc, then traf5C is interstate. “Since the nature of the 
communications determines jurisdiction, Watd v. Nottherx Ohio Telephone Cornpatty 
300 F. 2d 8 16 (6” Cir. 1962), it wouid be most ticult to show that any switched private 
line within a state is not jurisdictionally intestate since it is not practical to separate the 
interstate tirn the intrztate traffic.” (n. 58) (emphasii added) 

The Commission ordered a transition to avoid rate shock while developing a 
comprehensive plan to identify usage. Once procedures in are place, access charges 
could be applied to all users on an equal basis. “Other users who employ exchange 
service for jurisdictionally interstate communications, including . . . enhanced stice 
providus . . . would experience severe rate impacts were we immediately to assess carrier 
access charges upon than. The case for a transition to avoid this rate shock is made moxe 
compelling by our recognition that it wiii take time to develop a comprehensive pian for 
detechg aiI such usage and imposing charges in an evenhanded manner.” CP- 83) 
WP- adw 

WATS-Related and Other Amcctdmmu of Pmt 69 of Commission~s Rules, Second 
Report and Order 1986 FCC UXB 2788,60 Rad. Reg. 2d (P&F’) 1542 (1986): 

Eliminate the exemption from access charges for resellers and data and telex carriers. 
Rate shock was no iongcr sufficient justification for exemption. The “...carriers 
generally paid the local business line rate for their access lines in lieu of being assessed 
carrier’s carrier charges.” “We noted that the rate shock concerns that had initialiy 
prompted us to exempt . . . cmiers from paying access charges no longer provided 
sugicicnt justification for the exemption.” @am. 2) 

ESP exemption was only to give transitional relief “. . .[TJelex and data carriers, like 
carriers. ..use ordinary subscriber lines and end offxce facilities through their dial-up 
wnnections, and should therefore pay the same charges as those assessed on other 

interexchange carriers for their use of these locai switched access facilities. Our intention 
in adopting the exemption . . . was not to exempt catriers who provide nor&ITS/WATS- 
type se&es permanently from carrier access chargks, but oniy to grant them some 
UansitionaI relief.” (para. 11) 

-1---- -. _----1__. ., _.I. ^_ -. 1-1 _-. _.--.- x - _..” .I ,,_” .-__..._ .--I ,--” .-/.-_ l_lll._- 
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The rule change did not affect the ESP access charge exemption. The sudden imposition 
of access could have severe impacts on ESPs; therefore, the need for transition to access 
charges arose. “We also recognized.. -the sudden imposition of access c-es could have 
a severe economic impact on these enhanced service providers and that there might be a 
need for an access charge transition for these entities.” (para. IS) 

Amendments of Part 69 of the Commission’s Rules Relating To Enhanced Service 
Provide=, Notice of Proposed Rule Making, 2 FCC Red 4305 (1987): 

In 1983 FCC adopted a comprehensive “access charge” plan. Tentatively coaciude now 
appropriate that ESPs like providers of interstate basic sentices p3y access. “At that time, 
we conciudcd that immediate application of this plan to certain providers of in- 
services might unduly burden their operarions and cause dismptions in provision of 
service to the public. Therefore, WC granted temporary exemptions tirn payment of 
access charges to certain classes of exchange access users, including enhanced sexvice 
providers....We tentatively conclude that it is now appropriate that enhanced stice 
prodders, like providers of interstate basic services, be assessed access charges for their 
use of local exchange facilities.” (para. 1) (emphasis added) 

“In t&e access charge proceeding, the fti of our fbur primary goals was the ‘eiiminadon 
of unrezuonable discrimination and undue prcfenmces among rates for &astate 
sewices. ’ Specifically, our objective has been to distribute the costs of exchange access 
in a fair and reasonable manner among all users of exchange access suvice 
. . ..We...initially inteaded to impose interstate access charges on enhanced service 
pmviders for their use of local exchange facilities to oGginate and tern&ate their 

Interstate enhanced services often use common lines and local interstate of&rings. 
exchange switches in the same manner as MTS and some MTS equivalent services.” 
(para 2) (emphasis added) 

The access charge exemption was not intended to be permanent. ‘Because of these 
concerns about rate shock, we exempted certain exchange access users &rn the payment 
of certain interstate access charges in the First Reconsiderarion At ti time, we did not 
intend those exemptions to be pexxanent, and we have sixce eiiminated several of them. 
For exampIe, in CC Docket No. 86-1, we considered the question of access charge 
exemption for resellers. In the First Report and Order in that docket, wt &m&ted the 
exemption from all access charges for WATS reseiiers and from &c-sensitive access 
charges for MTS reseliers, . . . We said there that our goal was to promote competition, 
not to protect competitors.” (para 4) (emphasis added) 

“mn the First Reconsideration, we granted enhanced service providers an exemption . . . . 
AS a rest&, enhanced service providers currently pay. local business rates . . . for . . . 
switched access connections to local exchange company cent&l offices.” (para. 6) 
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The FCC objective is a set of rules that provide for recovery of costs of exchange access 
used in interstate service in a fair reasonable and efficient manner regardless of 
designation as carriers, enhanced service providers. or private customers. The 
Commission expressed concern that local business rates paid by enhanced service 
providers do not contribute sufficiently to costs of exchange access kilities they use to 
o&r services to the public. “Enhanced stice providers, like facilities-based 
interexchange carriers and resellers, use the local network to provide interstate ~ezviccs.” 
Cpara 7) (emphasis added) 

The FCC restated that “concerns with ‘rate shock’ cannot sustain an uneconomic pricing 
stfucmre in perpetuiv.” bara. 8) 

In efkt to resolve the difficult issue of mcasurkg ESP usage, FCC asked parties to 
comment on the method of de temining interstate and in- usage of enhanced 
services. Parties were specikally asked to comment on the possibility of using 
Entry/Exit Surrogate method Iike that used to estimate jurisdictional usage for Feature 
G&up A and Feature Group B sentices. @axa. 1 I) (emphasis added) 

huendments of Part 69 of the Commission’s Rules Reiating to Enhanced Semke 
Providers, Order 3 FCC Red 2631(1988): 

Even though in 1987 the intention was to remove the ESP exemption, because regulatoiy 
and judicial events made it an unusually volatile period for the enhanced service iadustry, 
the Commission decided to not ekinate the exemption ftom inurstate access charges for 
enhanced scnkc providers at that time. “ [A]ny disckination that exists by reason of 
the exemption remains a reasonable one so long as enhanced sekes industry remains in 
the current sate of change and uncatainry.” (pm. 1) 

Amendments of Part 69 of the Commission’s Rules Relating to the Creation of 
Access Charge Subelements for Open Network Architecture, Notice of Proposed 
Rule Making, 4 FCC Red 3983 (1989): 

The Commission analyzed the impact of allowing the existing exemption of enhanced 
service providers from interstate access charges to remain. The analysis discussed the 
impact on the jurisdictionai allocation of costs to inRrstate that result hm not measuring 
the use of local exchange facilities for accessing Esp services. 

In its analyds, the Commission states that the “...presem treatment of the intentate 
tic of ESPs appears to be providing significant benefits to ESPs while minimizing 
disruption of state poiicics.” (pars. 33) (emphasis added) 

“Maintaining the current exemption arguably places soie’burden on ordinary interstate 
ratcpayers since ESP customers do not contribute to the interstate share of iocai exchange 
NTS costs to the same extent that customers of other interstate services do.. . . [qhile the 
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present ESP exemption affects the NTS charges paid by other access customers, it does 
not seem to have a substantial effect on TS charges. Unlike NTS costs, which are 
separated between the interstate and inuastxe jurisdictions on the basis of a flat-rate 
allocator, TS costs are separated on the basis of relative usage. ESP traffic over local 
business lines is classified as local traffic for separations purposes, with the result that IS 
costs associated with ESP tic are apportioned to the intrastate jurisdiction, and are 
recovered through irmastare charges paid by ESPs and other purchasers of &rasmte 
sewices Thus, assuming there is an approximate match between interstate T’S costs and 
rates, the present ESP exemption would not seem to have a signif%zant impact ou 
interstate TS access charges.” @ara 34) (emphasis added)’ 

“As stated ncpra, para. 24, traffic over ‘local’ business lines is treated as intrastate for 
purposes of separating local exchange TS costs. A reclassification of ESP traffic would 
therefore increase the interstate revenue requirement for TS access elements.” (n. 84) 
(emphasis added) 

The Commission’s analysis in Paragraph 34, above, also demonststed the outcome when 
it &xomes diEcult to measure the jurisdiction of traffic transported over the iocal 
exchange network to a local business line purchased by an ESP. The measurement 
difhl~ is the result of decisions to allow the ESP to use the LEC network to provide a 
very tra& intensive sewice at a fiat-rate charge and be exempt &om access charges. 
Like Feature Group A traffic, calls that use local exchange facilities to access an 
enhanced service providers facility appear to. be local and, if not identified and 
jutisdictiondIy reclassified, this residual traffic will cause additional TS costs to be 
apportionui to the intrastate jurisdition fat rccwcry through charges for imrasta@ 
StiCZS. 

In discussing jurisdictional measurements, the Commission stated that for “. ..FGA and 
FGB access arrangements, LECs gcndiy lack the technical ability to identify and 
mcasure jurisdictionai usage. The users of FGA and FGB.. .genedly supply this. 

’ A February 4, 1998 fetter addressed to Mr. Moran of the FCC 6rom the Association for 
Local Telecommunications Services (ALTS) incorrectly characterized a sentence in 
Paragraph 34, above, as the Commission’s “long recognized” detetmination that ESP 
t&k over local business Lines was inuasuW local service. ALTS took the sentence out 
of context, as clearly demonstrated by a more complete reading of the Commission’s 
documatt In fact. ALTS charactekation is contcaxy to prior and subsequent 
determmations of the Commission. Considering the balance of the FCC document 
referred to by ALTS shows that the Commission was merely analyzing the impact of tht 
interstate access charge exemption on internate tra%c sensitive access charges, and 
noting that until measurement procedures were in place, the ESP usage would be 
incorrectly assigned by separations measurement procedures to local. (see MIS Md 
WAlS Ma&es Snucrure, Memorandum Opinion and Oriier; 97 FCC 2d 682 (1983). 
para 82) 
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information by reporting the percentage of interstate use (PlU) of their tra&c.... The 
FederaLState Joint Board in CC Docker NO. 85124 recently recommended that the 
EntryExit Surrogate (EES) method be used to determine the originating location of a call 
for purposes of compuung a PlU for FGA ahd FGB tic. ESPs that purchase FGA and 
FGB connections in iieu of locai business lines, apparently provide LECs with PIUS.” 
(Pa= 27) 

“Under the EES method of jurisdictional de UrmiMtion, calls that enter an Ixc network 
in the same state as that in which the called station is located are deemed to be intmstate, 
and calls that terminate in a different state from their IXC point of entry are considered 
interstate.” (IL 65) 

The jurisdiCtiod measurement of ESP tfafTic is difEcuit The Commbsioz~ 
recognbcd...‘?hat jurisdictional measurem ent of enhanced se&e traffic may present 
parcicuhr difficulties. ESPs may not always be able to discern the uitimate de&nation of 
a call (for example, when traffic is transmirted from one pa&et network to another) and 
there may be questions concerning whether a single calI can have both interstare and 
ink components (for example, when a computer user during a single session 
interacts sequentially with a number of data bases in di&cnt states). Neverthekss, we 
thiuk the EES method, perhaps with some reasonable accommodations for special . crrcumstances presented by certain types of enhazed traffic, should be workable for 
BPS.” (a 67) (emphasis added) 

IIL Internet Senice Provider Traffic As Interstate Traf#ic 

Implementation of the Non-Accounting Safeguards of Sections 271 and 272 of the 
Communications Act, as amended, 11 FCC Red 21905 (1996): 

‘The Internet is an “interconnected global network of thousands of interoperable packet- 
switched networks” by which the ISP “connects the end-user to an in&met backbone 
provider that carries traffic to and from other Intexnet host sites.” (n. 29 I) 

PELTS and WATS Market Structure, Memorandum Opinion and Order, 97 FCC 2d 
682 (1983): 

“Among the variety of users of access service are facilities-based carriers, resellers (who 
use faciIities provided by others), sharers, privately owned systems, enhanced service 
pmides, and other phvatc line and WATS customers, large and smaii, who ‘leak’ t&c 
into the exchange. In each case the user obtains local exchange services or faciliti= 
which transit its location and, commonly, another location in the exchange arcz At its 
own location the user connects the local exchange call to another sentice or facility OVeT 

which the call is carried out of state... A faciiities-based carrier, testher or enhand 
service provider might tmnina re few calls at its own. location and thus would make 
datively heavy interstate use of tocal exchange services and facilities to accez~ its 
CUStOItlCK." (para 78) (emphasis added) 

-_ ., 
“, ^. . ..I -” .~ ,.I- _,““__ 1 ._ .--..-----____- 
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Access Charge Reform, Price Cap Performance Review for Locai Exchange 
Carriers, Transport Rate Structure and Pricing Usage of the Public Switched 
Network by Information Service and Internet Access Providers, 1X FCC Red. 21354 
(1996): 

- 

The Commission makes reference to: “interstate information service providers, such as 
Internet service providers.” @am. 19) (emphasis added) 

“Usage of interstate information sfnticcs, and in particular the Internet and other 
intcracti~ computer network, has increased dramatically in recent years.” (para 282) 
(empbsis added) 

“[A]lthough enhanced sewice providers (ESPs) may use incumbent LEC facilities to 
originate and terminate interstate calls, ESPs should not be mpired to pay interstate 
access charges.” @am. 284) (anp~ added) 

WI& continuing the enhanced se&es exeqtion from intestate access charges, the 
Cpmmission has been concerned about the impact on the P!STN because “. . .virtwUy ail 
residential users today connect to the Intemet...thxuugh incumbent LEC switching 
facilities designed for circuit-switched voice calls. The end-to-end dedicated chaxm& 
created by circuit switches are unnecessary and even inefficient when used to connect an 
end user to an ISP. We se& comment .on how our rules can most effectively create 
irmnti~~ for the deployment of services and tilitk to allow more efficient transport 
of dam WC to and f&n end users.” (para 3 13) 

There has been concern about the abiiity to measure i&met communications, end-to- 
. end. In 1996, the Commission sought... komm~t on jurisdiclional, a and 

billing questions, given the difknhy of applying jurisdictional divisions or time-sensitive 
rates to pa&t-switched networks such as the l&met.” (para. 3 Is) 

Digitzi Tornado: The Internet and Tekcouuuunintions Policy, FCC Of&e of Plans 
and Policy, OPP Working Paper Series 29 (Marc& 1997): 

m would be difficult to claim that the &met does sot, at some level, involve interstate 
communications.” @age 29) (emphasis added) 

CONCLUSION: Access to the internet is predominately interstate trafk over which the 
Commission has jurisdiction. Any conclusion that Internet service is understood by the 
FCC to be “IocaI” is contrary to this Commission’s view dating back to 1983. In orders 
dealing with whether ESPs should pay the same kind cf access charges that other 
interstate ctiers pay for using the iocal carrier’s network to originate and termifSte 
cab, the FCC has made it &as that communications invohiug enhanced services is 

. . -  . . - - . ~ _ “ . .  _ . .  ,-____ .___. __I 

. - - - . . “ - - l - -  . . - .  
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intersrate in nature, not iocal. The Commission has merhodicaily proceeded to address 
the application of access charges, i.e. MTSNATS, E2iFIA, Private Network swchargc, 
telex data, and resellers of WATVMTS. The Commission has always recognized that 
ESPs use local exchange facilities for interstate access. During a uansition period, ESPs 
have been exempted from access charges: The Commission intended no discrimination 
or undue pr&rence in rates for entities using local exchange facilities for access to 
enhanced services. The ESPs have been exempted from access charges, not because they 
were locai providers outside FCC’s jurisdiction, but rather as a ma&r of policy to protect 
new businesses from rate shock during a vuhxerabie start-up time. The FCC has 
repeaMy heid that the jurisdiction of communications are evaluated on an end-to-end 
basis. The end-users do not make sepame commtmicatio~~ to the ISP and then to the 
ubimate Intemet site they seek access. The Internet user is merely using the Intetttet as a 
meaus of tranrmitting data or voice to a distant site, just as the end-user can use a circuit- 
switched long distance service to reach a final destination. In both cases, the end-user 
requkes the intermediate service provider (ISP or IXC) to complete the connection to the 
customer’s desired destination. In neither case does the end-user’s communication 
temtinatc at the intermediate service provider. . 

‘Ihe FCC order cited by ALTS is not conuary to the FCC decisions that Inwnet sewice is 
not locd. The FCC order dealt not with whether ESP &at& should be treated as iocaI or 
inPmartt,brrtrathcrwirhthe~onintentatt~csarsitin~cbargtscarucd 
by the ESP access charge exemption. The FCC has hem am&ent in decisions treat@ 
Internet as intusratt and in decisions that the jurisdictional nature of a caU is based 011 its 
uhimate origination and termination, and not its hermediate routing. It is appropriate 
thatIntunetusagebeass@nedtointerstaw 
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Ex Parte 

IVL’. US!Jb P. d/3 
SBC CommunfcAlons lnc 
la01 1 Street, N.W. 
Suk 1 loo 
W4mgtan, D.C. poooJ 
Phone Poe sbaw 
FuiBWO8480(1 

Ms. Magalie R. Salas 
Secretary 
Federal Communication Commission 
Room 222 
1919 M. Street, N.W. 
Washington, D.C. 20554 

Re: CC Docket No. 80-286, Jurisdictional Separations Reform and Referral to 
the Federal-State Joint Board 

CC Docket No. 96-45, Federal-State Joint Board on Universal Service 

CC Docket No. 96-262, Access Charge Reform 

CCB/CPD CC Docket No. 97-30, Request by ALTS for Clarification of the 
Commission’s Rules Regarding Rec@rocal Compensation-for Information 
Se&e Provider Traffic 

Dear Ms. Salas: 

In accordance with the Commission’s rules, please be advised that on Monday, 
May -l A, 1998, Mr. Paul Cooper, Mr. Stan Brewer, Mr. Jay Bennett and the 
undersigned, representing SBC Communications Inc., met with the following: 

l Mr. Jim Schlichting, Deputy Bureau Chief of the Common Carrier Bureau; 

l Mr. Elliot Maxwell, Deputy Chief of the Office of Plans and Policy; and 

l Mr. Craig Brown, Deputy Chief, Ms. Sharon Webber, Mr. Steve Burnett and 
Mr. Andy Firth of the Accounting Policy Division and Mr. Doug Slotten and Ms. 
Tamara Preiss of the Competitive Pricing Division. 

MAY 13 ‘se 17:83 2024884886 PEE. 82 
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Specifically, this discussion was held to discuss the materials filed with this 

. Commission on Friday, May 8, 1988, in reference to the issues surrounding 
Internet Service Provider (ISP) usage. 

The FCC, since 1983, has asserted jurisdictional rate authority over ISP fnternet 
usage. Consequently, Internet usage and its costs are interstate access utilization 
of the local exchange network and under the jurisdiction of the FCC. In order to 
(a) remove the barrier to local competition created by intrastate requirements of 
certain State Commissions to inappropriately pay reciprocal compensation for this 
traffic and (b) forestall further industry confusion regarding the jurisdiction of this 
usage. the FCC should immediately reaffirm that all (voice and data) Internet 
access use of the focal exchange network is interstate and not subject to local 
reciprocal compensation. 

The FCC, as a second step, should begin to evaluate an appropriate access 
structure for Internet access usage. That new structure should avoid significant 
rate shock for ISPs and their customers but it should also provide reasonably non- 
discriminatory treatment of ISPs and other carriers that use the local exchange 
network to provide them services. 

If the FCC determines that it is necessary, certain technical issues involving 
measurement procedures for Internet usage and mixed use procedures could be 
referred to the Joint Board in CC Docket No. 80-286 for review. 

This letter is being filed one day late due to a power outage in our office. We 
apologize for any inconvenience that this late filing may have caused. 

An original and one copy of this letter and the attachments are being submitted. 
Acknowledgement and date of receipt of this transmittal are requested. A 
duplicate transmittal letter is attached for this purpose. 

Please include this letter in the record of these proceedings in accordance with 
Section 1.1206(a)(2) of the Commission’s Rules. 

Sincerely, 

Attachment 

MFlY 13 '98 17:@3 2824884806 PFIGE.03 



IMMEDIATE FCC ACTION IS NEEDED TO PREVENT FURTHER SUBSTANTIAL 
HARM TO THE PUBUC INTEREST CAUSED BY THE ISP ACCESS EXEMPTlON 
AND INAPPROPRIATE APPLlCA7lON OF RECIPROCAL COMPENSATION TO 

INTERNET USAGE. 

1. ISP Internet usage is interstate and under the jurisdiction of the FCC. 

l Since 1983 the FCC has asserted rate jurisdiction over this traffic. 
. The usage can be identified on a mixed-use and end-to-end basis as 

interstate. 

2. The public interest is substantially harmed by continuing the access 
charge exemption for tSPs and allowing inappropriate application of 
reciprocal compensation. This situation causes: 

. A barrier to local exchange competition. 

. Uneconomic competition for ISP business. 

. Undue preferences and discrimination among service providers (IXCs 
and ISPs) who use local network access in the same manner. 

. Universal service concerns due to the severe financial and service 
consequences for LECs. 

. Disruption of the interconnection process. 

. Jurisdictional uncertainty and disputes. 

3. The FCC objectives are being undermined. 

. ISPs have unreasonable and undue preferences. 

. Inefficient use of the network is encouraged, 

. Uneconomic bypass is encouraged. 

. Preservation of universal service is jeopardized. 

. Barriers to local competition are erected and discriminatory toll 
competition is encouraged. 

4. Immediate FCC action is needed to: 

a) Make it clear that ISP Internet usage continues to be classified as 
interstate access use of the local network and that it is not subject to 
reciprocal compensation. 

W Establish an interstate compensation mechanism for this usage that is 
non-discriminatory. 

Play 13 ‘98 17:04 202 408 4806 PACE.04 
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Reciprocal Compensation 
and Internet Traffic 

A Southwestern Bell Telephone (SWBT) local exchange customer with 
individual line business service in Dallas, Texas pays a basic service rate 
of $25.25 per month. If that customer dials an Information Service Provider 
(ISP) connected behind a Competitive Local Exchange Company (CLEC) 
and maintains the connection for the entire month, SWBT would 
inappropriately be required to pay the CLEC $388.80 (24 hours x 60 
minutes per hour x 30 days x $0.009 terminating compensation) reciprocal 
compensation. Consequently, SWBT would lose $363.55 in the provision 
of service to that customer. Even if the customer only uses ISP access for 
slightly fess than 2 hours per day, SWBT’s $25.25 monthly rate is wiped 
out and SWBT would receive no revenue for its cost of providing local 
service. 
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